CINERGY,

Cinergy Corp.
139 East Fourth Street
Rm 25 AT 1
VIA HAND DELIVERY P.O. Box 960
Cincinnati, OH 45201-0960
) tel 513.287.3601
August 9, 2005 ) ey, TS fax 513.287.3810

jfinnigan@cinergy.com

Ms. Elizabeth O’Donnell <A n 00h john J. Finnigan, Jr.
Executive Director RUG B v B Senior Counsel
Kentucky Public Service Commission

211 Sower Boulevard

P.O. Box 615

Frankfort, Kentucky 40602-0615

Re:  In the Matter of an Adjustment of Gas Rates of The Union Light, Heat and Power
Company
Case No. 2005-00042

Dear Ms. O’Donnell:

Enclosed please find an original and ten copies of ULH&P’s responses to the
Staff's Fourth Set of data requests and the Attorney General's Third Set of data requests in
the above-referenced case.

Please note that the information for the responses to the Attorney General's data
requests numbers 23, 24, 33g, and 37-50 is not currently available. ULH&P requests an
extension of time until tomorrow to provide this information. These data requests were
all assigned to Mr. Spanos, along with several other data requests. Mr. Spanos was out of
the office on a previously-scheduled vacation last week. He returned to the office
yesterday and attempted to answer all of the data requests, but was unable to complete
them all. We expect to receive his remaining responses by the end of the day today, and
we expect to be able to file them by tomorrow. We will also e-mail these responses to
the attorneys for the Staff and the Attorney General as soon as the information becomes
available.

Please file-stamp and return the two extra copies of this letter in the enclosed
over-night envelope.

If you have any questions, please call me at (513) 287-3601.
SincerelyW
Johyy'J. Finnigan, Jr%rlf/
Senior Counsel

JF/sew
cc: Hon. Elizabeth Blackford (via hand-delivery with encl.)






REQUEST:

KyPSC Staff Fourth Set Data Requests
ULH&P Case No. 2005-00042

Date Received: July 29, 2005
Response Due Date: August 09, 2005

KyPSC-DR-04-001

1. ULH&P is a combined electric and gas utility. In this proceeding, ULH&P is
seeking an increase in its gas revenues and is utilizing a forecasted test period.
Consistent with the approach followed in previous ULH&P rate cases, ULH&P
has calculated a jurisdictional rate base ratio based upon the gas and total
company rate bases. In this case, the "Slippage Factor" for the gas construction
projects has been an issue. In order to have the information available to
accurately calculate the jurisdictional rate base ratio, provide the following
information relating to ULH&P's electric construction projects:

a.

RESPONSE:

b.

For each electric construction project begun during the last 10 calendar
years, provide the information requested in the format contained in
Schedule 1, attached to this data request. For each project, include the
amount of any cost variance and delay encountered, and explain in detail
the reason(s) for such variances and delays.

Using the data included in Schedule 1, calculate the annual "Slippage
Factor" associated with ULH&P's electric construction projects. The
slippage Factor should be calculated using the format shown on Schedule
2, attached to this data request.

The information as requested is not available. Approximately two-thirds
of the Company’s annual construction budget is for “blanket” items. This
means that the budget covers general categories of work rather than
specific projects. Blanket projects include such things as replacement of
existing property, plant and equipment, upgrades of existing plant and new
construction for service area expansion. Also, some of the specific
projects budgeted may span several calendar years for completion. The
budget for this type of project is re-determined each year during the
budget process. Finally, the budget dollars at the requested level of detail
for prior years is no longer available. The annual construction budget and
actual construction expenditures requested in KyPSC-DR-04-001(b) is
available and is provided in response to that sub-part.

See Attachment KyPSC-DR-04-001(b).

WITNESS RESPONSIBLE: Gary J. Hebbeler



CASE NO. 2005-00042
THE UNION LIGHT, HEAT ANT POWER COMPANY

ULH P Case No. 2005-00042

Calculation of Capital Construction Project Slippage Factor - Electric Operations

KyStaff-DR-04-001(b)
Page 1 of 1

Source: Schedule 1 - Construction Projects - Electric Operations

Years Annual Actual Cost | Annual Original | Variance in Dollars Variance as Slippage Factor
Budget Percent

2004 $ 13,566,532 | $ 15,740,155 | $ (2,173,622) -13.8% 0.862
2003 $ 15,979,490 [$ 15492276 | 487,214 3.1% 1.031
2002 $ 12,318,166 | $ 16,971,715 | $ (4,653,549) -27.4% 0.726
2001 $ 16,816,544 | $ 14,912,635 | § 1,903,909 12.8% 1.128
2000 $ 13,731,130 | $ 15,350,116 | $ (1,618,986) -10.5% 0.895
1999 $ 11,874,040 | $ 9,156,337 | $ 2,717,703 29.7% 1.297
1998 $ 11,400,571 |$ 10,089,364 | $ 1,311,207 13.0% 1.130
1997 $ 8,966,326 | $ 8,562,864 | $ 403,462 4.7% 1.047
1996 $ 8,661,795 |$% 10,651452 | $ (2,099,657) -19.7% 0.803
1995 5 11,881,751 |$ 10,365,400 | $ 1,516,351 14.6% 1.146
Total $ 125,086,344 | $ 127,292313 | § (2,205,969) -1.7% 0.983

10 Year Average Slippage Factor (Mathematic Average of the Yearly Slippage Factor) 1.006

The Annual Actual Cost, Annual original Budget, Variance in Dollars, and Variance as Percent are to be taken from Schedule 1.
Total all projects for a given year.
The Slippage Factor is calculated by dividing the Annual Actual Cost by the Annual Original Budget. Calculate a Slippage Factor for
each year and the Totals line. Carry Slippage Factor percentages to 3 decimal places.







KyPSC Staff Fourth Set Data Requests
ULH&P Case No. 2005-00042

Date Received: July 29, 2005
Response Due Date: August 09, 2005

KyPSC-DR-04-002
REQUEST:

2. Refer to the Rebuttal Testimony of William Don Wathen, Jr. ("Wathen
Rebuttal"), page 4. Provide an analysis of the governmental affairs expenses
recorded during the base period, the 12 months ended May 31, 2005. This
analysis should include the vendor or recipient name, the amount of the total
transaction, the amount charged to gas operations, and a complete description of
each transaction.

RESPONSE:
ULH&P is unable to prepare this detailed analysis of these expenses within the time
allotted. ULH&P withdraws its request for recovery of Governmental Affairs expenses

in this proceeding; however, ULH&P reserves the right to seek recovery of
Governmental Affairs expenses in future base rate proceedings.

WITNESS RESPONSIBLE: William Don Wathen, Jr.






REQUEST:

KyPSC Staff Fourth Set Data Requests
ULH&P Case No. 2005-00042

Date Received: July 29, 2005
Response Due Date: August 09, 2005

KyPSC-DR-04-003

3. Refer to the Wathen Rebuttal, page 7.

a.

Since ULH&P is billed for and must pay the PSC Assessment during the
month of JULY each year, is it correct that ULH&P incurs the PSC
Assessment in July?

On line 14 Mr. Wathen states, "The payment for the service the Company
receives from the Commission for the twelve months following payment
of the invoice." Specifically identify the "services" the Commission
provides to ULH&P.

RESPONSE:

a.

Each July, ULH&P is billed for and makes its payment for the PSC
Assessment. At the time of the payment, the accounting entry is to credit
Cash and debit Prepayments. Since July is the first month of the period
over which the prepayment is related, a journal entry is also prepared to
credit Prepayments and debit Regulatory Commission expense for one-
twelfth of the Prepayment amount.

To the extent that a cash payment is made in July, then ULH&P does incur
that payment in July, however, as illustrated above, only the portion
attributable to that July is accrued in that month.

Services provided to ULH&P by the Commission include:

e Hearing rate cases and establishing rates for gas and electric
service;

e [Establishing and maintaining service territories and settling

disputes;

Meter testing;

Monitoring and resolving consumer complaints;

Approving issuances or assumptions of securities by utilities;

Conducting financial audits of utility books and records, and

management audits of utility practices (including gas purchasing

practices);

e Determining valuations for utility property and approving sale or
transfer of utility property valued in excess of $1 million;
Investigating operating conditions of utilities; and

e Monitoring compliance with service and safety regulations.

WITNESS RESPONSIBLE: William Don Wathen, Jr.






REQUEST:

KyPSC Staff Fourth Set Data Requests
ULH&P Case No. 2005-00042

Date Received: July 29, 2005
Response Due Date: August 09, 2005

KyPSC-DR-04-004

4, Refer to the Rebuttal Testimony of Jeffrey R. Bailey, pages 3 and 4, where he
states that the amount of the proposed bad check charge is a "level consistent with
that of many retail establishments."

a.

RESPONSE:

a.

Provide the results of any studies, surveys, etc. that ULH&P relied upon to
develop its proposed bad check charge.

Provide the amount that ULH&P is charged by its bank(s) for a returned
check that has been deposited.

Provide, along with workpapers showing its calculation, the internal
administrative cost that ULH&P incurs to process a bad check.

Would ULH&P agree that the charge by the bank(s) plus its internal
administrative cost would be an appropriate cost basis for determining a
bad check charge? If no, explain why.

ULH&P did not perform any studies or conduct any surveys in the
development of its bad check charge.

ULH&P is currently charged $1.35 for checks returned due to insufficient
funds.

As indicated in response to KyPSC-DR-04-004(a), ULH&P did not
perform any studies for this case related to the costs incurred to process a
bad check. ULH&P’s affiliate, PSI Energy, Inc., conducted a study used
during its recent rate case which should be reasonably representative of
the costs to process a bad check. This case had a test year of the year
ended September 30, 2002. See Attachment KyPSC-DR-04-004(c).

ULH&P does not agree that bank charges and internal administrative costs
alone are appropriate costs for determining a bad check charge. The
function of a bad check charge is to serve as a deterrent, in order to
prevent customers from using an inordinate amount of the time of
ULH&P’s employees to process these bad checks. ULH&P believes the
current market price of approximately $20 is more reflective of a



reasonable deterrent.  Furthermore, ULH&P does not wish to be
penalized, relative to the market, for being efficient processors of bad
checks. ULH&P’s resources and efforts are better spent providing
essential and necessary utility services.

WITNESS RESPONSIBLE: Jeffrey R. Bailey



PSI ENERGY
EXPENSE/REVENUE ANALYSIS FOR HANDLING A RETURNED CHECK
TWELVE MONTHS ENDED SEPTEMBER 30, 2002

ULHP Case No. 2005-00042
KyStaff-DR-04-004(c)
Page 1 of 1

PS! Energy, Inc.

Cause No. 42359

Standard Minumim Filing Requirements
170 1AC 1-5-16(c)

Number of Average Revenue
Returned Time Per Hourly Direct Other Total Excess of
Checks check Rate of Pay Labor Expense Expense Revenue Cost
CURRENT EXPENSES:
8,016 20 minutes $16.34 $43,617 $30,381 $73,997
CURRENT REVENUE:
8,016 $15.00 $120,240 $46,243
PROPOSED REVENUE :
8,016 $20.00 $160,320 $86,323
Other
Time spent: Rate Expenses
Approximately 20 minutes per return check $16.34
in Billing Services, Treasury,
Corp. Accounting and Others
Material/Bank charge $1.75 $14,028
Benefits 30% $5.44 $13,082
Taxes 7.5% $5.44 $3,271
$30,381

KyStaff-I* 104.XLS

8/8/2005






REQUEST:

KyPSC Staff Fourth Set Data Requests
ULH&P Case No. 2005-00042

Date Received: July 29, 2005
Response Due Date: August 09, 2005

KyPSC-DR-04-005

5. Refer to the Rebuttal Testimony of Gary J. Hebbeler ("Hebbeler Rebuttal"), pages
2 through 4 and Attachment GJH-Rebuttal-1.

a.

RESPONSE:

Explain what period of time Mr. Hebbeler is referring to when he says
"past several years" on page 2, line 9.

Explain why budget cuts at the Kentucky Transportation Cabinet resulted
in ULH&P not being able to spend a portion of the amount it had allocated
for main replacements.

Were the budget cuts at the Kentucky Transportation Cabinet the only
reason ULH&P did not spend the full budgeted amount for construction
projects in 2003 and 2004? If not, describe the other reasons.

Explain in detail why the Slippage Factor shown on Attachment GJH-
Rebuttal-1 is reasonable, since it does not reflect the most recent calendar
years prior to the beginning of the forecasted period.

On page 4 of the Hebbeler Rebuttal he states that if the Commission
decides to use a Slippage Factor that includes 2003 and 2004 in the
calculation, the appropriate factor to use would be based on all
construction projects during the last 10 years. Explain why it would not
be reasonable to apply the 4-year Slippage Factor for the Accelerated
Main Replacement Program ("AMRP") to the AMRP forecasted test
period projects and the 10-year, non-AMRP Slippage Factor to the non-
AMRP forecasted test period projects.

The years 2001 through 2004.

As discussed in Mr. Hebbeler’s testimony, government-mandated projects
consist of street improvement projects and other construction projects
ULH&P is required to undertake. The budget for these government-
mandated projects is developed through a qualitative review of historical
data. As discussed in Mr. Hebbeler’s rebuttal testimony, during the years
ULH&P did not expend its full budget, the Kentucky Department of



Transportation (“KDOT”) notified ULH&P late in ULH&P’s construction
cycle that KDOT’s budget had been cut by the Commonwealth of
Kentucky. As a result of this budget cut by the Commonwealth of
Kentucky, KDOT’s level of construction was reduced, thus reducing
ULH&P’s construction expenditures below what had been budgeted.

c. During 2003, approximately 91% ($2,166,936) of the variance in dollars
($2,381,248) is attributable to KDOT’s reduced level of construction
activity in Northern Kentucky. The remaining 9% was due to under-runs
in blanket projects.

During 2004, approximately 83% ($1,642,712) of the variance in dollars
($1,979,171) is attributable to KDOT’s reduced level of construction
activity in Northern Kentucky. The remaining 17% was due to under-runs
in blanket projects.

d. As discussed in Mr. Hebbeler’s rebuttal testimony, years 2003 and 2004
were eliminated from GJH-Rebuttal-1 because these years’ “Variance in
Dollars” resulted primarily from KDOT’s reduced level of construction
activity in Northern Kentucky as a result of budget cuts by the
Commonwealth of Kentucky. Removing 2003 and 2004 from the
“Slippage Factor Calculation” eliminates this extraordinary circumstance.

e. ULH&P agrees with the Staff’s approach to apply the 4-year AMRP
Slippage Factor to AMRP expenditures and the 10-year non-AMRP
Slippage Factor to the non-AMRP forecasted test period projects if the
positive AMRP Slippage Factor (100.932%) is applied to the AMRP
forecasted test period projects. If the Staff is not in agreement with this
portion of the calculation, ULH&P supports applying the All Capital
Construction Projects Slippage Factor to the combined total forecasted test
period projects.

WITNESS RESPONSIBLE: Gary J. Hebbeler






KyPSC Staff Fourth Set Data Requests
ULH&P Case No. 2005-00042

Date Received: July 29, 2005
Response Due Date: August 09, 2005

KyPSC-DR-04-006
REQUEST:

6. Refer to the Rebuttal Testimony of Roger A. Morin ("Morin Rebuttal"), pages 23
and 24. Dr. Morin refers to "sea changes in the energy industry" and that
historical growth rates are downward biased by the sluggish earnings performance
in the last decade, due to the structural transformation on the energy utility
business from a regulated monopoly to a competitive environment. Since
ULH&P is a relatively small regulated gas local distribution company, provide an
explanation of how these changes cause ULH&P's earnings to suffer.

RESPONSE:

See ULH&P’s response to KyPSC-DR-04-007, and the tables provided for small-cap
company growth rates and for Dr. Morin’s sample companies. The average historical
growth rates in earnings and dividends for small cap companies over the past five and ten
years have been negative. Clearly, historical earnings growth has been negatively
affected by volatile fuel prices, mergers and acquisitions, dwindling margins, write-offs,
intense fuel competition, declining usage per customer and restructuring,

WITNESS RESPONSIBLE: Roger A. Morin






KyPSC Staff Fourth Set Data Requests
ULH&P Case No. 2005-00042

Date Received: July 29, 2005
Response Due Date: August 09, 2005

KyPSC-DR-04-007
REQUEST:

7. Refer to the Morin Rebuttal, page 68. Provide supporting documentation,
including copies of analysts' reports, for the contention that "energy utilities are
expected to lower their dividend payout ratio over the next several years in
response to the gradual penetration of competition in the revenue stream."
Explain whether these analysts are referring to small gas local distribution
companies.

RESPONSE:

The table at Attachment KyPSC-DR-04-007, Page 1 of 2, displays the historical and
projected growth rates for both earnings per share and dividends per share for all the
natural gas distribution utilities covered in the Value Line survey. It is clear from the
averages at the bottom of the table that earnings have grown, and are expected to
continue to do so, at a much faster rate than dividends. The same is true for the
companies included in Dr. Morin’s sample, as shown in the table at Attachment KyPSC-
DR-04-007, Page 2 of 2.

The same is true for small-cap companies. The market capitalization for each company is
shown on the table at Attachment KyPSC-DR-04-007, Page 1 of 2. Projected growth in
earnings for small-cap companies well exceeds the projected growth in dividends.

WITNESS RESPONSIBLE: Roger A. Morin



Company Industry

ULH&P Case No. 2005-00042
Attachment - KyPSC-DR-04-007
Page 1 of 2

NATURAL GAS DISTRIBUTION INDUSTRY
HISTORICAL AND PROJECTED GROWTH RATES

Hist

Hist

Hist

Hist

Projected Projected Market

EPS Gth 5-YEPS Gth 10-Yivid Gth 5-YDivid Gth 10-Yi EPS Gth Divid Gth Cap $M

1 AGL Resources GASDISTR
2 AmeriGas Pariners GASDISTR
3 Atmas Energy GASDISTR
4 Canadian Utiliies 'B' GASDISTR
5 Cascade Natural Gas  GASDISTR

8 Chesapeske Ulilities CorGASDISTR
7 Coming Natural Gas CorGASDISTR

8 Energy West Inc. GASDISTR
9 EnergySouth Inc GASDISTR
10 Femeligas Pariners LP  GASDISTR
11 KeySpan Cormp. GASDISTR
12 Ladede Group GASDISTR

13 Markweast Hydrocarbon  GASDISTR
14 NATURAL GAS DISTRIEGASDISTR
15 NICOR Inc. GASDISTR
16 New Jersey Resources GASDISTR
17 Nosthwest Nat. Gas GASDISTR
18 Pacific Northern Gas Ltd GASDISTR
18 Penn Octane Comp GASDISTR
20 Peoples Energy GASDISTR
21 Piedmont Natural Gas  GASDISTR

22 RGC Rescurces Inc GASDISTR
23 SEMCO Energy GASDISTR
24 South Jarsay Inds, GASDISTR
25 Southern Unlon GASDISTR
26 Southwest Gas GASDISTR

27 Streicher Mobile Fueling GASDISTR
28 Suburban Propane PartnGASDISTR

29 Terasan inc. GASDISTR

30 UG! Corp, GASDISTR

31 WGL Holdings Inc. GASDISTR
AVERAGE

Source: Value Line Investment Analyzer 7/2005
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ULH&P Case No. 2005-00042
Attachment - KyPSC-DR-04-007

Page 2 of 2
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KyPSC Staff Fourth Set Data Requests
ULH&P Case No. 2005-00042

Date Received: July 29, 2005
Response Due Date: August 09, 2005

KyPSC-DR-04-008

REQUEST:

8. Refer to the Rebuttal Testimony of Robert C. Lesuer. As part of the preparation
of his rebuttal testimony, did Mr. Lesuer review the Commission's previous
Orders in ULH&P rate cases addressing the rate-making treatment of incentive
compensation expenses? Explain the response.

RESPONSE:

No. ULH&P did not ask me to research prior Commission decisions.

WITNESS RESPONSIBLE: Robert C. Lesuer






REQUEST:

KyPSC Staff Fourth Set Data Requests
ULH&P Case No. 2005-00042

Date Received: July 29, 2005
Response Due Date: August 09, 2005

KyPSC-DR-04-009

9. Refer to the Rebuttal Testimony of James A. Riddle ("Riddle Rebuttal"), pages 2
through 5, the Attachment JAR-Rebuttal-1, and ULH&P's response to the
Commission Staff's Third Data Request dated May 10, 2005 ("Staff's Third
Request"), Item 30(b).

a.

RESPONSE:

Based on the annual heating degree days ("HDD") of 5,054 for the period
1980-2004 shown in the response to Item 30(b) of Staff's Third Request,
provide a graphical representation using the same methodology as in JAR-
Rebuttal-1.

The sentence beginning on line 23 of page 4 of the Riddle Rebuttal, which
continues on page 5, indicates that it is Mr. Riddle's conclusion, based on
his review of weather data, that the 10-year normal HDDs used by
ULH&P are "a more accurate representation of reasonable weather for gas
load forecasting." State Mr. Riddle's education and work experience in the
field of meteorology.

See Attachment KyPSC-DR-04-009(a).

Mr. Riddle is not a meteorologist and has no formal education in this field.
Mr. Riddle’s educational background is in statistics, probability,
economics, and data analysis. He also has nearly 20 years of experience
in utility load forecasting and the drivers of energy usage, including
weather. He is able to analyze trends in data and make informed decisions
based on that analysis.

WITNESS RESPONSIBLE: James A. Riddle
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KyPSC Staff Fourth Set Data Requests
ULH&P Case No. 2005-00042

Date Received: July 29, 2005
Response Due Date: August 09, 2005

KyPSC-DR-04-010
REQUEST:

10.  Refer to the Riddle Rebuttal, pages 17 through 21, regarding the forecast of Firm
Transportation ("FT") volumes, Attachment JAR-Rebuttal-2, and the response to
Item 30(a) of the Staff's Third Request.

a. Provide the level of FT volumes for the forecasted test period that is
derived using the average annual growth rate of 2.90 percent shown in the
attachment.

b. A second revision to Schedule M reflecting the weather data for the 1980-
2004 period was provided in response to Item 30(a) of the Staff's Third
Request. Provide a third revision to Schedule M, which in addition to

reflecting the same weather data as the second revision, incorporates the
FT volumes contained in the response to part (a) of this request.

RESPONSE:
a. 1,364,565 Mcf.

b. See Attachment KyPSC-DR-04-010(b).

WITNESS RESPONSIBLE: (a)  James A. Riddle
(b)  Jeffrey R. Bailey



THE UNION LIGHT HEAT & POWER COMPANY
CASE NO. 2005- 00042

REVENUES AT PRESENT AND PROPOSED RATES

ULH P Case No. 2005-00042

FOR THE TWELVE MONTHS ENDED SEPTEMBER 30, 2006

(GAS SERVICE)

DATA: __ BASE PERIOD X FORECASTED PERIOD

KyStaff-DR-04-01D (b)

Pagelof 1

Ky Staff-4th DR-010(B)

TYPE OF FILING: ___ ORIGINAL ___UPDATED _X__ REVISED
WORK PAPER REFERENCE NO(S).: SCHEDULE M
25 Year Normalized Volumes with Adjustments PAGE 1 OF 1
REVENUE AT REVENUE AT REVENUE % OF
LINE RATE PRESENT PROPOSED CHANGE REVENUE
NO. CLASSIFICATION RATES RATES (AMOUNT) CHANGE
(A) (8) ©) (D=C-B) (E=D / B)
1 SALES SERVICE:
2 RS RESIDENTIAL 86,522,374 98,369,754 11,847,380 13.69%
3 TOTALRS 86,522,374 98,369,754 11,847,380 13.69%
4 GS COMMERCIAL 31,908,258 33,644,772 1,736,514 5.44%
5 GSINDUSTRIAL 4,966,016 5,039,233 73,217 1.47%
6 GS OTHERPUB AUTH 5,673,993 5,686,707 112,714 2.02%
7 TOTALGS 42,448,267 44,370,712 1,922,445 4.53%
8 TOTAL SALES SERVICE 128,970,641 142,740,466 13,769,825 10.68%
9 TRANSPORTATION:
10 FTLARGE 2,539,834 2,803,236 263,402 10.37%
11 IT 1,001,561 1,178,299 176,738 17.65%
12 TOTAL TRANSPORTATION 3,541,395 3,981,535 440,140 12.43%
13 TOTAL THROUGHPUT 132,512,036 146,722,001 14,209,965 10.72%
14 MISCELLANEOUS REVENUES:
15 LATE PAYMENT CHARGES 0 0 0 0.00%
16 BAD CHECK CHARGES 10,000 18,182 8,182 81.82%
17 RECONNECTION CHARGES 7,000 11,667 4,667 66.67%
18 RENTS 0 0 0 0.00%
19 INTERDEPARTMENTAL 87,941 88,007 66 0.08%
20 SPECIAL CONTRACTS 0 0 0 0.00%
21 REVENUE TRANSP OF GAS-ASSOC COS 657,936 657,936 0 0.00%
22 OTHER MISC 19,000 19,000 0 0.00%
23 TOTAL MISCELLANEOUS 781,877 794,791 12,914 1.65%
24 TOTAL COMPANY REVENUE 133,293,913 147,516,792 14,222,879 10.67%
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KyPSC Staff Fourth Set Data Requests
ULH&P Case No. 2005-00042

Date Received: July 29, 2005
Response Due Date: August 09, 2005

KyPSC-DR-04-011
REQUEST:

11.  Refer to the Rebuttal Testimony of John J. Spanos ("Spanos Rebuttal™), pages 5
and 6. Provide documentation supporting Mr. Spanos's contention that nearly all
jurisdictional public utility depreciation rates incorporate net salvage factors and
that nearly all utilities include net salvage in the depreciation rate calculation.

RESPONSE:

With the exception of studies presented to the Pennsylvania Public Utility Commission
since 1962, all depreciation rates are determined with a component of net salvage. This
contention is supported by reviewing all rate cases across the United States which
establish life and salvage parameters in determining depreciation rates. Each of the
studies performed by Gannett Fleming over the last 50-plus years will show the net
salvage percent in the depreciation rate. This is also the case of all other depreciation
studies performed by others with the exception of Pennsylvania and a few instances in a
couple of other states over the last couple of years.

WITNESS RESPONSIBLE: John J. Spanos






KyPSC Staff Fourth Set Data Requests
ULH&P Case No. 2005-00042

Date Received: July 29, 2005
Response Due Date: August 09, 2005

KyPSC-DR-04-012
REQUEST:
12.  Refer to the Spanos Rebuttal, page 34. Indicate where in Mr. Spanos's
depreciation study the average cost of retiring mains and the average gross
salvage percentage for mains, as stated on lines 15 through 22, are shown.

RESPONSE:

The average cost of retiring mains and the average gross salvage percentage for mains is
shown on page III-95 of the depreciation study.

WITNESS RESPONSIBLE: John J. Spanos






KyPSC Staff Fourth Set Data Requests
ULH&P Case No. 2005-00042

Date Received: July 29, 2005
Response Due Date: August 09, 2005

KyPSC-DR-04-013
REQUEST:

13.  Refer to the Rebuttal Testimony of Alexander J. Torok ("Torok Rebuttal"), page 2
and Attachment AJT-Rebuttal-1.

a. Provide a schedule comparing ULH&P's tentative assessment and final
assessed values for 2000 through 2004. Include a calculation showing the
difference between the tentative assessment and the final assessment for
each year and state the percentage difference.

b. Has ULH&P protested the tentative assessment for 20057 If yes, provide
a copy of the written protest sent to the Department of Revenue

RESPONSE:
a. See Attachment KyPSC-DR-04-013.

b. The Company has not protested the tentative assessment to date. The
deadline for protesting is August 19, 2005.

WITNESS RESPONSIBLE: Alex J. Torok



Case No. 2005-00042
Attachment - KyPSC-DR-04-013
Pagel of 1

Union Light Heat and Power
Case No. 2005-00042
Tentative vs. Final Property Tax Assesments
2000-2004 Tax Years

Tax Year Tentative Assessments Final Difference % Difference
2000 336,233,206 260,000,000 76,233,206 -22.67%
2001 371,584,360 266,500,000 105,084,360 -28.28%
2002 372,327,350 282,000,000 90,327,350 -24.26%
2003 322,680,030 272,000,000 50,680,030 -15.71%
2004 400,551,451 298,000,000 102,551,451 -25.60%
2005 ) 543,548,261

(1) 2005 final assessments are currently undetermined at this point (8/1/2005)






REQUEST:

KyPSC Staff Fourth Set Data Requests
ULH&P Case No. 2005-00042

Date Received: July 29, 2005
Response Due Date: August 09, 2005

KyPSC-DR-04-014

14.  Refer to the Torok Rebuttal, page 4.

a.

RESPONSE:

a.

Explain why the unprotected accumulated deferred income taxes are a
deferred tax asset rather than a deferred tax liability.

If the unprotected accumulated deferred income taxes were reflected on
ULH&P's books by May 31, 2005, indicate where this deferred tax asset is
shown in the schedules filed on July 15, 2005.

The unprotected tax item referred to is an asset because it is associated
with expenses that have been deducted for book purposes, which are not
yet deductible for tax purposes. Examples of these expenses are Pension
and Post-Retirement Benefits.

Excess deferred taxes are reported on Schedule B-6 (and WPB-6a) in their
respective ADIT account, with an offset in a FAS 109 account for the
excess deferred taxes, including gross-up.

WITNESS RESPONSIBLE: Alexander J. Torok






REQUEST:

KyPSC Staff Fourth Set Data Requests
ULH&P Case No. 2005-00042

Date Received: July 29, 2005
Response Due Date: August 09, 2005

KyPSC-DR-04-015

15.  Refer to the Rebuttal Testimony of Timothy J. Verhagen ("Verhagen Rebuttal"),

page 3.

a.

RESPONSE:

Explain why ULH&P is proposing that the regulated business unit
component of the Annual Incentive Plan be allocated 100 percent to
ratepayers.

Explain why ULH&P is proposing that the Long-Term Incentive
Compensation Plan be shared on a 50-50 basis, when the plan component
is "total shareholder return.”

Such an allocation is reasonable, given that the goals of the Annual
Incentive Plans for those in the Regulated Businesses Unit directly support
reliability, safety, customer satisfaction and other operational goals, which
directly benefit ULH&P’s customers. This incentive compensation is a
necessary cost of doing business, in order to attract and retain talented
employees. Additionally, this type of incentive compensation is necessary
for ULH&P to have pay levels which are at market levels. If ULH&P did
not pay this type of compensation, customers would incur higher costs
because ULH&P would need to spend more money on hiring and training
new employees, due to existing employees migrating to other jobs where
companies do pay such incentive compensation.

Such an allocation is reasonable, given that the total shareholder return is
impacted by earnings growth and sustained stock prices. These factors
enable Cinergy and its subsidiaries, such as ULH&P, to borrow and
maintain debt at low costs. These low debt costs help ULH&P maintain
competitive rates, which directly benefits our customers.

WITNESS RESPONSIBLE: Timothy J. Verhagen






KyPSC Staff Fourth Set Data Requests
ULH&P Case No. 2005-00042

Date Received: July 29, 2005
Response Due Date: August 09, 2005

KyPSC-DR-04-016
REQUEST:
16.  Refer to the Verhagen Rebuttal, page 8. Provide copies of the portions of the
cited decision from the Indiana Utility Regulatory Commission that discuss the
rate-making treatment for incentive compensation costs.

RESPONSE:

See Attachment KyPSC-DR-04-016. The relevant discussion on incentive compensation
begins at page 72 of 122 of the Commission’s order.

WITNESS RESPONSIBLE: Timothy J. Verhagen
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ULH&P Case No. 2005-00042
Attachment KyPSC-DR-04-016
Source: Legal >/.../> IN Utility Regulatory Commission Decisions [i]
Terms: verhagen (Edit Search)

2004 Ind. PUC LEXIS 150, *; 234 P.U.R.4th 1

PETITION OF PSI ENERGY, INC. FOR AUTHORITY TO INCREASE ITS RATES AND CHARGES
FOR ELECTRIC SERVICE; FOR APPROVAL OF NEW SCHEDULES OF RATES AND CHARGES AND
OF RULES AND REGULATIONS APPLICABLE TO SUCH RATES AND CHARGES; FOR THE
AUTHORITY TO REFLECT ITS QUALIFIED POLLUTION CONTROL PROPERTY AND OTHER NEW
PLANT AND EQUIPMENT IN ITS RATES AND CHARGES; FOR APPROVAL OF ITS
IMPLEMENTATION OF THE FEDERAL ENERGY REGULATORY COMMISSION'S SEVEN-FACTOR
TEST; FOR APPROVAL OF VARIOUS RATE TRACKING MECHANISMS, INCLUDING A PROPOSED
MIDWEST INDEPENDENT TRANSMISSION SYSTEM OPERATOR MANAGEMENT COST
ADJUSTMENT RIDER AND CONTINUED USE OF A PURCHASED POWER TRACKING
MECHANISM; AND FOR APPROVAL OF RELATED ACCOUNTING TREATMENT AND
DEPRECIATION RATES AND OTHER ACCOUNTING RELIEF RELATIVE TO ITS BUSINESS

CAUSE NO. 42359
Indiana Utility Regulatory Commission
2004 Ind. PUC LEXIS 150; 234 P.U.R.4th 1
May 18, 2004, Approved

CORE TERMS: customer, electric, estimate, off-system, dividend, plant, beta, depreciation,
tracker, net salvage, load, flotation, retail, risk premium, annual, tracking, allowance, long-
term, investor, recommended, reduction, proxy, fuel, transmission, utilized, calculation,
estimated, staff, generation, trading

PANEL: [*1] BY THE COMMISSION: David E. Ziegner, Commissioner; Scott R. Storms,

Chief Administrative Law Judge; HADLEY, RIPLEY AND ZIEGNER CONCUR; McCARTY AND
LANDIS ABSENT

OPINIONBY: ZIEGNER; STORMS

OPINION: On December 30, 2002, PSI Energy, Inc. ("PSI," "Petitioner,” or "Company") filed
its Petition for authority to increase rates and charges for retail electric utility service and
approval of revised rules and regulations applicable to such service. PSI's Petition also sought
approval of other items related to rates identified in the caption above, and indicated PSI's
intent to comply with and utilize the provisions of the Commission's Minimum Standard Filing
Requirements ("MSFRs"). Participants in this Cause included the Indiana Office of Utility
Consumer Counselor ("OUCC"), and several parties that intervened in this proceeding
including: the Citizens Action Coalition of Indiana, Inc. ("CAC"); Indiana and Purdue
Universities; an ad hoc group of PSI industrial customers known as the PSI-Industrial Group
("PSI-IG"); the International Brotherhood of Electrical Workers, Local Union No. 1393 ("IBEW
Local 1393"); The Kroger Co. ("Kroger"); Steel Dynamics, Inc. -- Pittsboro Division ("SDI");
and Nucor Corporation [¥2] ("Nucor") (collectively, the "Intervenors"). On January 21,
2003, this Commission designated from its staff Bradley K. Borum, Laura Cvengros and
Matthew Inman, as testimonial staff in this Cause ("Testimonial Staff" or "Staff"). On April 1,
2003, this Commission designated Kristina Kern-Wheeler and Andrea Brandes as Counsel to
the Testimonial Staff.

On February 11, 2003, this Commission conducted a Prehearing Conference and thereafter
issued its Prehearing Conference Order, which established the 12 months ended September
30, 2002, as the test year in this Cause, with adjustments allowed for changes thereafter

http://www.lexis.com/research/retrieve?_m=910ddb1bdb5c5947¢7alee54db270191 &csve=...  8/6/2005
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that are fixed, known and measurable and occur within 12 months following the end of the
test year. May 31, 2003 was established as the cut-off date for rate base determination and
for updating Petitioner's actual number of employees, salaries and wages, benefits, payroli
taxes and property taxes. Petitioner was ordered to file schedules to support such updates by
July 15, 2003. August 31, 2003 was established as the cut-off date for updating Petitioner's
major projects as defined in this Commission's MSFRs, Petitioner's construction-work-in-
progress ("CWIP") balances, any amounts [*3] deferred by Petitioner pursuant to
Commission orders, the actual number of customers and the average customer usage.
Petitioner identified in its Petition the following projects as major projects eligible for a special
later cutoff date: its Noblesville Repowering Project, Madison Generating Station, Henry
County Generating Station and Gibson Generating Station Unit 4 selective catalytic reduction
equipment ("SCR"). Petitioner was required to support these August 31, 2003 updates by its
rebuttal testimony filing date of October 6, 2003. PSI reserved the right to update its major
project amounts up to 10 days before the final set of hearings in this Cause.

On March 28 and April 11, 2003, PSI prefiled its case-in-chief testimony and exhibits in this
Cause. A hearing on PSI's evidence commenced June 9, 2003. On July 15, 2003 PSI filed its
May 31, 2003 Cut-Off Date Update Filing as required by the Prehearing Conference Order. On
August 19, 2003, the Intervenors and the OUCC prefiled testimony and exhibits constituting
their respective cases-in-chief. The Intervenors filing evidence included the CAC, PSI-IG,
Purdue University, and Kroger. The Testimonial Staff filed its report, testimony [*¥4] and
exhibits, on September 3, 2003. Petitioner prefiled its August 31, 2003, Cut-Off Date Update
Filing, and its rebuttal and update testimony and exhibits, on October 6, 2003. PSI filed a
final update to its major projects on October 20, 2003, as provided in the Prehearing
Conference Order. The OUCC filed updated and corrected Public's Exhibit ("Pub. Ex.") No. 8U
and Revised Pub. Ex. No. 3 on October 31, 2003. PSI filed Petitioner's Exhibit ("Pet. Ex.") X-
32 and 00-3, both as corrected, on October 31, 2003. A hearing on the prefiled testimony
and exhibits of the Intervenors and Testimonial Staff commenced on November 3, 2003,
followed by a hearing on Petitioner's update and rebuttal evidence. On October 22, 2003, a
Field Hearing in this Cause was held in Kokomo, Indiana, and on October 27, 2003, a Field
Hearing was held in Bloomington, Indiana as required by Ind. Code § 8-1-2-61(b).

At the close of the record, the parties were authorized to file proposed orders and briefs in
support, as well as exceptions to proposed orders and reply briefs, in accordance with an
agreed upon procedural schedule. The Presiding Commissioner and Chief Administrative Law
Judge attended all of the Evidentiary [*5] Hearings in this proceeding, and have thus
observed the demeanor and credibility of the witnesses. All proposed findings of the parties
not specifically determined in this Order are hereby rejected. This Commission, having
examined the evidence and being duly advised in the premises, now finds that:

1. Notice and Jurisdiction. Due, legal and timely notice of the filing of the Petition was
given and published by PSI, as required by law. Proper and timely notice was given by PSI,
as required by law, to its customers summarizing the manner and extent of the proposed
changes in its retail rates and charges. Due, legal and timely notice of the public hearings
herein was given and published by this Commission. PSI is a public utility as defined in Ind.
Code § 8-1-2-1 and is subject to regulation by this Commission in the manner and to the
extent provided for in the Public Service Commission Act, Ind. Code § 8-1-2. This
Commission has jurisdiction over PSI and the subject matter of this Cause.

2. Petitioner's Characteristics. PSI is an Indiana corporation with its principal office in the
Town of Plainfield, Hendricks County, Indiana. PSI is engaged in the business [¥6] of
generating and supplying electric utility service to over 740,000 customers located in 69
counties in the central, north central and southern parts of the State of Indiana. PSI is a
wholly-owned subsidiary of Cinergy Corp. ("Cinergy"), a publicly-held corporation, and an
affiliate of The Cincinnati Gas & Electric Company ("CG&E"), also wholly owned by Cinergy.

http://www.lexis.com/research/retrieve?_m=910ddb1bdb5c5947e7alee54db270f91&csve=...  8/6/2005
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PSI provides electric utility service to the public by means of electric utility plant, properties,
equipment and facilities owned, operated, managed and controlled by it, which are used and
useful for the convenience of the public in the production, transmission, distribution and
furnishing of electric utility service to retail customers in the State of Indiana. PSI also
engages in sales for resale of electric energy to municipal utilities, rural electric membership
corporations, Wabash Valley Power Association, Inc. ("WVPA"), Indiana Municipal Power
Agency ("IMPA"), and other utilities, which in turn supply electric utility service to customers
in areas not served directly by PSI.

3. Current Rates and Relief Requested. Petitioner's current base retail electric rates and
charges were approved by Order entered [*7] by this Commission, on September 27, 1996,
in Cause No. 40003 ("1996 Order" or "Cause No. 40003"). By its Petition here, PSI requests
this Commission's approval to increase those rates and charges. Petitioner originally
requested that this Commission approve an increase in the amount of $ 200,420,000.
However, after the updates made in accordance with the Prehearing Conference Order, and
with certain compromise positions set forth in Petitioner's rebuttal testimony, Petitioner
reduced the requested increase in its basic retail electric rates to $ 178,303,000, which would
represent an approximately 11.2% increase over Petitioner's current average retail rates.
Pet. Ex. O0-3; Pet. Ex. DD, p. 3.

4. Petitioner's Rate Base.

A. Used and Useful Determinations. In determining Petitioner's rate base, we have been
charged with making basic determinations in connection with our ultimate conclusion as to
the fair value of Petitioner's utility plant actually used and useful in rendering retail electric
utility service to the public. The following findings underlie these determinations.

(1) Petitioner's Generating Facilities. The evidence in this Cause shows that PSI owns

and [*8] operates 11 generating stations, which are capable of producing approximately
6,800 megawatts ("MW") of electric generating capacity (summer-rated). Approximately
76% of PSI's generating capacity is coal-fired, 20% is natural-gas or synthetic gas-fired,
3.5% is oil-fired and approximately 0.7% is hydro-powered. Pet. Ex. O-1. PSI's Gibson Unit 5
is jointly owned, with PSI owning 50.05% of the unit and WVPA and IMPA owning 25% and
24.95%, respectively. Pursuant to a 2002 Joint Generation Dispatch Agreement ("JGDA"),
PSI jointly dispatches its generating plants with CG&E's generating plants. Pet. Ex. B, pp. 7-
8.

PSI's electric generating properties consist of five primarily coal-fired stations (Cayuga,
Edwardsport (one oil-fired unit), Gallagher, Gibson, and Wabash River), having a total of 20
individual generating units, one hydroelectric generating station (three units), and 27 rapid-
start peaking units, including peaking units at PSI's Madison Generating Station and at PSI's
Henry County Generating Station. The Madison and Henry County Stations were acquired by
PSI, February 5, 2003, after this Commission approved their purchase by PSI in Cause No.
42145. PSI also owns and operates [*9] two generating units at its Noblesville Repowering
Project, near Noblesville, Indiana, approved by this Commission in Cause No. 41924 and
completed in June 2003. Pet. Ex. O, pp. 2-3.

PSI's coal-fired stations use primarily Illinois Basin coal from mines located in Indiana. PSI
owns and operates various pollution control equipment located at its generating stations,
including flue gas desulfurization equipment ("scrubbers") at its Gibson Units 4 and 5, SCRs
at Gibson Units 2, 3 and 4, and modular cooling towers at PSI's Cayuga Station. Pet. Ex. B,
p. 9. PSI's witness John J. Roebel, Vice President of the Generating Resources Group,
described the status and costs of the Company's evolving plan to comply with federal NO[X]
reduction requirements ("Compliance Plan"). At the time of PSI's case-in-chief filing, the
active NO[X] Compliance Plan included SCRs, Boiler Optimization Programs, low-NO[X]
burners, and new precipitators, at various units at PSI's Gibson, Cayuga, Gallagher, and
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Wabash River Stations. Several additional projects have been deferred due to the receipt of
early reduction credits. Mr. Roebel explained that the following NO[X] Compliance Pian
projects are in-service or [*10] were expected to be in-service by the summer of 2003:
Boiler Optimization Programs at Cayuga Units 1 and 2, Gallagher Units 1 and 2, Wabash
River Unit 2, and Gibson Unit 3; Low NO[X] Burners at Gallagher Unit 4 and Wabash River
Unit 6; and SCRs at Gibson Units 2, 3 and 4. Mr. Roebel testified that all of PSI's electric
generating and related facilities are used and useful by PSI in the provision of utility service
to its retail electric customers. Pet. Ex. O, p. 5.

No party took issue with the used and useful nature of PSI's generating facilities. We find
that, as of the applicable cut-off date, updated as permitted by the Prehearing Conference
Order, the above-described properties were used and useful and reasonably necessary for
the convenience of the public and should be included in PSI's rate base.

(2) Petitioner's Transmission and Distribution Facilities. The evidence presented in this Cause
demonstrates that PSI owns and/or operates over 5,800 circuit miles of transmission lines,
over 130 transmission substations, approximately 20,500 miles of distribution lines,
approximately 440 distribution substations and various other distrib